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DEFENSE, DEPARTMENT OF
A Professional Accounting Fellow Program has recently been initiated by the Defense
Contract Audit Agency (DCAA) . The program is designed to appoint a qualified
professional auditor from public accounting to the DCAA headquarters staff for
one year. The main objective of the program is to foster a mutual exchange of
insights and perspectives on complex accounting issues involving the entire
spectrum of contract audit policy matters. DCAA is looking for candidates with
a wide variety of audit experience in public accounting, along with some knowledge
of gover nent cost accounting principles and cost accounting standards. Inter
ested persons are to contact the DCAA Headquarters Personnel Office at 202/2747328 for a copy of the official DCAA Announcement.
FEDERAL HOME LOAN BANK BOARD
An amendment to FHLBB regulations pertaining to the settlement of insurance for
mutual fund accounts has recently been proposed by the Board (see the 2/23/84
Fed. Reg., pp. 6736-7). Accounts held by mutual funds and other investment
companies would be insured up to $100,000 in the aggregate under the proposal
intended to amend FHLBB's insurance-of-accounts regulations. Comments are re
quested by 3/22/84. For additional information contact Christopher P. Bolle
at 202/377-7057.
SECURITIES AND EXCHANGE COMMISSION
"Accounting Shenanigans and the Commission's 1984 Response" was the title of an
address by SEC Commissioner James C. Treadway, Jr., before the Financial
Executives Institute in Chicago, Illinois on 2/16/84. In his remarks, released
by the SEC on 2/28/84, Mr. Treadway stated that "the integrity of financial
statements must not be compromised. The market cannot tolerate it; the corporate
community should not tolerate it; and the Commission will not tolerate it."
Two types of activity can undermine the integrity of financial statements,
according to the Commissioner, "cooked books and cute accounting." Activity
involving essentially the falsification of books and records either to manu
facture or accelerate revenues or to defer or conceal expenses, is the common
"cooked books" case, noted Mr. Treadway. On the other hand, he stated that
"cute accounting or cute fraud" involves the misapplication of accounting prin
ciples and interpretations, or at least pushing standards to the extreme, to
achieve desired, albeit distorted results. Commissioner Treadway also criticized
a "cute accounting device" which he listed as non-subsidiary subsidiaries.
Mr. Treadway continued by saying, "such arrangements are nothing more than a
sham to avoid consolidating the financial statements of the new corporation with
those of the sponsor, which may be a de facto parent." He also said that accurate
financial statements and accounting practices of bank holding companies have
become a focus of the SEC, concentrating in large part "on the adequacy of loan
loss reserves and the adequacy of disclosures with respect to banks' policies
for establishing loan loss reserves." In his concluding observations, Com
missioner Treadway stated that "we are seeing a failure of corporate stewardship,
a breakdown in management's accountability to shareholders. After all, is it
not a basic tenant of corporate stewardship that management has a paramount duty
to report financial results correctly to the true owners of the corporation —
its shareholders?"
Revised procedures for processing post-effective amendments filed by registered in
vestment companies have recently been proposed by the SEC (see the 2/24/84 Fed.
Reg., pp. 6918-21) . Under proposed amendments to rules 485(b) and 486(b) of
the 1933 Act, post-effective amendments filed by open-end investment companies
and unit investment trusts solely for the purpose of complying with an under
taking to file a post-effective amendment containing financial statements,

-2within four to six months after the effective date of the registrant's Secur
ities Act registration statement, may become automatically effective inmediately
upon filing without prior staff review. Comments are requested by 3/15/84.
For additional information contact Jane A. Ranter at 202/272-2155.
SUPREME COURT
An intra-family, interest free demand loan results in a taxable gift of the value
of the use of the money lent, according to a 2/22/84 U.S. Supreme Court decision
(Dickman v. Commissioner of Internal Revenue, No. 82-1041) . In his opinion,
Chief Justice Warren Burger noted that the plain language of the gift tax pro
visions and the legislative history support the proposition that "the gift tax
was designed to encompass all transfers of property and property rights having
significant value." Code Section 2501(a) (1) imposes a tax upon "the transfer
of property by gift." Section 2511(a) states that the gift tax "shall apply
whether the transfer is in trust or otherwise, whether the gift is direct or
indirect, and whether the property is real or personal, tangible or intangible."
The Chief Justice further stated that taxing an interest free demand loan is
"fully consistent with one of the major purposes of the federal gift tax statute:
protection of the estate tax and the income tax." A substantial no-interest
loan from the lender to the borrower creates "significant tax benefits for the
lender quite apart from the economic advantages to the borrower." This is
especially so, continued the Chief Justice, "when an individual in a high income
bracket transfers income-producing property to an individual in a lower income
bracket," thereby reducing the taxable income of the individual in the higher
tax bracket at the expense of the individual in the lower tax bracket. Gift tax
ation runs consistent with Congressional intent to supplement the estate tax
provisions. According to Chief Justice Burger, "a gratuitous transfer of incomeproducing property may enable the transferor to avoid the future estate tax
liability that would result if the earnings generated by the property became a
part of the transferor's estate. Imposing the gift tax upon interest-free loans
bolsters the estate tax by preventing the diminution of the transferor's estate
in this fashion."
TRANSPORTATION, DEPARTMENT OF
Revisions to existing Federal Highway Administration (FHWA) regulations intended to
expand the types of audit costs incurred by state highway agencies (SHA) that are
eligible for Federal reimbursement have recently been proposed by the Department
of Transportation (see the 2/24/84 Fed. Reg., pp. 6921-22). The proposed re
visions would implement Section 159 of the Surface Transportation Assistance
Act of 1982. Section 159 provides for the reimbursement of all audit costs which
directly benefit the Federal Aid Highway Program which is not limited only to
the audits of third party contracts. The FHWA may reimburse its share of the
costs of any audit it considers useful in supporting Federal aid payments,
particularly those performed in accordance with QMB Circular A-102, Attachment P.
Co mments are requested by 4/24/84. For additional information contact Harvey
Wood at 202/426-0563.
TREASURY, DEPARTMENT OF
Temporary regulations concerning employment taxes and the collection of income tax
at source have recently been issued by the IRS (see the 2/28/84 Fed. Reg., pp.
7226-7) . The regulations relate to the exemption from backup withholding for
principal payments made outside the United States by brokers on obligations
of foreign source income interest payments. The temporary regulations modify,
amend and clarify regulations that first appeared in the 12/20/83 Federal Register.
The temporary regulations are effective for payments made after 12/31/83. For
additional information contact Yerachmiel Weinstein at 202/566-3289.

-3A final rule correction on regulations governing the practice of attorneys, cer
tified public accountants, enrolled agents and enrolled actuaries before the
IRS, has been published by the Service (see the 2/27/84 Fed. Reg., p.7116). The
correction deals with an omission of a portion of the definition of "tax shelter"
as published originally in the 2/23/84 Fed. Reg. 31 CFR section 10.33(c)(2)(ii)
is corrected as follows: credits in excess of the tax attributable to the income
from the investment being available in any year to offset taxes on income from
other sources in that year. Excluded from the term are municipal bonds; an
nuities; famil y trusts (but not including schemes or arrangements that are
marketed to the public other than in a direct practitioner-client relationship);
qualified retirement plans; individual retirement accounts; stock option plans;
securities issued in a corporate reorganization; mineral development ventures,
if the only tax benefit would be percentage depletion; and real estate where it
is anticipated that in no year is it likely that deductions will exceed gross
income from the investment in that year, or that tax credits will exceed the tax
attributable to gross income from the investment in that year. Whether an in
vestment is intended to have tax shelter features depends on the objective facts
and circumstances of each case. Significant weight will be given to the features
described in the offering materials to determine whether the investment is a tax
shelter. For additional information contact Leslie Shapiro at 202/634-5135.

SPECIAL:

AICPA CHAIRMAN ELLENTUCK DISCUSSED ACCOUNTING ABUSES BEFORE WAYS AND
MEANS COMMITTEE

Administration proposals concerning tax shelters, "accounting abuses" and corporate
tax reform were among the topics discussed by AICPA Federal Taxation Committee
Chairman Albert B. Ellentuck in testimony before the Ways and Means Committee
on 2/28/84. According to his initial remarks, Mr. Ellentuck stated that "we
are concerned that the application of limitations directed at tax shelters to
all partnerships, without qualification, will unintentionally and adversely
affect many operating, commercial, and business partnerships in their legitimate
transactions." He opposed the change to allow only "bottom line" allocations
and stated that the retroactive allocation of partnership deductions is complex
and potentially inequitable. The proposal on property contributed to a part
nership raises significant valuation problems, according to Mr. Ellentuck.
Support for the proposal with respect to charitable contributions of property
was tempered with a suggestion that the three-year holding period proposed by
the Administration was preferable to the five-year period in Senator Robert
Dole's proposal. With respect to LIFO conformity, Mr. Ellentuck stated that
the "AICPA has a longstanding position against the LIFO conformity requirement."
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